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ABSTRACT 
 
A STUDY ON THE IMPACT OFFICIAL DEVELOPMENT ASSISTANCE AND 
FOREIGN DIRECT INVESTMENT ON HUMAN DEVELOPMENT IN SUB SAHARAN 
AFRICA (SSA) 
By 
Lovia Afoakwa 
The effectiveness of Official Development Assistance (ODA) and Foreign Direct Investment 
(FDI) on Human Development remains a topical issue in the recent past. Much as a lot of 
research has been done about this area, there has still not been a conclusion on the issue. This 
study focused its attention on two most important foreign funding mechanisms, the effectiveness 
of ODA and FDI on Human Development Index (HDI) particularly in Sub Saharan Africa. Using 
the fixed effects estimation technique for panel data for the period 2003-2014, this research 
empirically concluded that ODA has a positive impact on the Human Development in SSA in the 
short run and a negative impact in the long run. Foreign Direct Investment was observed to have 
a negative impact on Human Development both in the short run and long run. These results 
suggest that ODA is not sustainable in the long run whilst robust FDI policies should be put in 
place to enable it to contribute to broad based human development agenda.   
*Key words:Human Development Index, Official Development Assistance, Foreign Direct 
Investment, Sub-Saharan Africa, Health and education, , Fixed effects, Panel data. 
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CHAPTER ONE 
Background of study 
Purpose 
The purpose of this study is to identify the impact Official Development Assistance (ODA) and Foreign 
Direct Investment (FDI) have on Human Development. Whereas many studies have used GDP per capita 
as a good measure for economic growth, this metric has some limitations because it ignores some 
distributional concerns, non-market activities as well as environmental quality. The Human Development 
index addresses these limitations and therefore qualifies as a better measure of economic development. 
In addition, while GDP is believed to be a good indicator for measuring the quantity of goods and services 
produced in a given time period, it excludes the roles of human capital or the environment and natural 
resources into the production base. It is observed that growth in per capita GDP does not disclose 
anything about income distribution and inequality. In this regard, development economists have 
maintained that growth in GDP per capita are not adequate display of human development or wellbeing 
since quality of life and basic human needs in themselves are not embodied in the GDP measures and 
hence not intended to measure human development or well-being (Hicks ans Streeten, 1979) 
GDP has also been described mainly as a measure of market production and economic activity within a 
country; however, results derived from the national account will not be a good measure of human well- 
being (Stiglitz, Sen, Fitaussi2008). The limitations of GDP as a measure of societal well-being and 
sustainability are recognized by now and alternative measures are increasingly being used for 
policymaking at regional, national and international level.  
Previous studies on ODA and FDI have been widely researched but few of these studies have used the 
Human Development Index. For instance, Bezuidenhout (2009) assessed the impact of FDI and ODA on 
development but used GDP growth as a proxy. This is considered an untrue manifestation of Sub-Sahara 
due to income disparity. Bezuidenhout (2009), however, found out that ODA has an insignificant impact 
???
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on GDP growth, but found that FDI has a negative impact on GDP growth. 
 
This study, therefore, attempts to find out the impact of ODA and FDI on the Human Development in 
Sub-Saharan African countries. The study will compare results with Bezuidenhout (2009) to find out 
whether using GDP growth or HDI growth will yield the same results 
Statement of problem 
In comparison to other regions the world over, Sub-Saharan Africa (SSA) remains the poorest. 
Its 2010 GDP per capita (Purchasing Power Parity) stood at $2281 compared with $3229 in 
South Asia, $6672 in developing East Asia and Pacific, $7160 in developing Middle East and 
North Africa, $11192 in developing Latin America and Caribbean, and $13687 in developing 
Europe and Central Asia [World Bank, 2012a]. 
In 2008, about half (47%) of the Sub-Saharan Africa population lived on less than $1.25 a day. It 
has the highest percentage for all regions in the world exceeding South Asia by one-fifth and 
East Asia and Pacific by much more than 3 times [World Bank, 2012b]. According to UN-
OHRLLS, (2012), the United Nations (UN) classified 33 SSA countries as least developed in 
2011. In line with the Human Development Index (HDI), 35 SSA countries were classified as 
under low human development. Additionally, all 15 countries at the bottom of the 2011 HDI 
ranking were all from Sub-Saharan Africa [UNDP, 2011, pp. 127–130]. 
The region again records the highest prevalence of undernourishment in the world reaching as 
high as 27 per cent undernourished people in the region between 2006-2008 [FAO, 2011, p. 44]. 
Within the same period, as low as 31 per cent of its population had access to improved 
sanitation. As many as 22.9 million people in the region lived with HIV in 2010. In 2009, it had 
???
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a Life expectancy at birth of less than 54 years, compared to 65 years in South Asia and 72 years 
in developing Pacific and East Asia [World Bank, 2012a]. 
From the above characteristics, it could be seen that Sub Saharan Africa is the most affected region in the 
world when it comes to poverty and low levels of population well-being, as shown in the Human 
Development Index. Consequently, the region receives the most allocated aid.  
In 2011, SSA received about 88% of the total aid which was going to Africa with the total of 37% 
apportioned to Africa (DAC2a, to find these figures; “all donors”; “aid type: ODA total excl. debt”; 
“constant prices”). Between 1960 and 2000, over $500 billion foreign aid had flown into Africa, an 
amount equivalent to four Marshall Aid Plans. Against this fact, it is unexpected to know that there is an 
appalling improvement in the well being of Sub Saharan Africans.  
 
The amount of aid SSA receives is about 10-15 times, thus in absolute terms, the inflow of aid to 
transition and developed economies in the years 1990 and 2010 respectively. The region continues to 
decline irrespective of the huge inflow of resources pumped into SSA. In 2000 and 2009, the share of aid 
continues to be a greater part in the national budget as the budget of Ghana, Tanzania and Uganda are 
more than 50% aid-dependent.  
 
 Figure 1 Net Official Development Assistance to regions 
The figure below shows the real value of net ODA allocated to the region in the world. It can be seen 
from the figure that the amount of aid donors give to SSA has increased over time (approximately from 4 
billion dollars in 1960- approximately 46 billion dollars in 2011) as compared to the other regions whose 
amount of aid received have been fairly constant with the exceptions of Middle East and South and 
Central, where there has been dramatically increase of aid since 2004 (OECD) 
???
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(Source: OECD, 2004) 
Considering the figure above with SSA receiving the most aid, there are still recorded number of children 
who die from poverty related diseases like Malaria, tuberculosis, HIV/AIDS and mal nutrition. Contrary, 
while there have been significant efforts in reducing poverty in other regions like East and South Asia, 
majority of the people in SSA continue to hover in poverty. The graph below showing poverty headcount 
in the geographical regions of the world elaborates the facts above. 
Figure 2 Poverty headcount in Sub- Saharan Africa 
 
(Source: writer’s construct) 
On the other hand, Foreign Direct Investment (FDI) has been perceived by famous scholars as well as 
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researchers as one of the most important external source of funding for developing countries including 
SSA. Subsequently, over the past 5 years, SSA Africa has been strongly driven by commodity-related 
investment. For instance, Ghana’s new oil discovery attracted an increasing share which rose from $860 
million to $1.67 billion in 2007 and 2011 respectively. Nigeria, on the other hand accounted for about 79 
% of total FDI in 2005 even though it has fallen to about 54% (UNCTAD, 2012). 
 
The importance of FDI as a source of external funding to SSA countries is evident in the efforts of these 
countries to attract these foreign investors. Sub-Saharan African countries have succeeded in attracting 
more FDI flows in the last two decades mainly through major policy changes towards foreign investors. 
These changes in policy came mostly in response to calls by the International Monetary Fund (IMF) and 
leading industrialized countries for developing countries to liberalize their capital accounts. As a result, 
most SSA countries began adopting more flexible and FDI-friendly policies in the early 1990s. 
 
Significance of study  
The region of sub Saharan was considered, because of some degree of homogeneity in some factors that 
characterize this region, other than the whole of Africa as many researchers mostly research Africa as a 
whole and not Sub-Saharan Africa as a region. Regardless of the several studies on both ODA and FDI, 
there seem to be a few who focus solely on the said region. A quick review of literature showed that most 
of these researches highlight on either the impact or ODA or FDI in particular countries or developing 
countries ignoring the SSA region. This setback has encouraged me to explore the impact of these two 
important variables in the SSA. 
In the same way, given the amount of aid given to the region, it has become necessary to understand its 
importance to Human Development. Many of the researches on aid use GDP growth as its dependent 
variable. Due to income disparity, this is likely an unsuitable reflection of development in Africa, 
especially at the bottom of the economic pyramid. The main aim of ODA is to reduce poverty and 
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subsequently, improve the well-being of recipient countries. Considering the criticism of using GDP 
growth to determine the economic state of a country, this study will assess the impact of ODA on the 
Human Development using UNDP’s Human Development Index. If aid does successfully enhance human 
Development in SSA, then policy makers should pursue initiatives that would eventually improve the 
wellbeing of citizens in SSA. Thus policies should be focused on using ODA to improve human 
development. 
In the case that ODA does not enhance human development, one of the proposed ways to counter the 
situation described above is investment. Most empirical studies, both internal and external country 
difference, found that there is a positive relationship between rates of high investment and strong growth. 
Moreover, countless important decisions that will affect the fate of the world’s natural resources including 
climate, oceans and forest and also determine the future development of billions of people are already 
being made by investors.  
Furthermore, many of the most important decisions that will affect the fate of the world’s forests, oceans, 
freshwater, and climate – and determine the development prospects of billions of people – are already 
being made by trans-national corporations and investors. Indeed, the OECD Guidelines for multinational 
enterprises (MNEs) acknowledge this precise point and support the potential for positive contributions to 
societies in which MNEs operate. It is worth knowing the benefits that FDI confers on the recipient 
countries including capital, skills, technology and market access. 
However, the topic on foreign direct investment remains important in the development literature because 
most developing countries rely on private foreign capital (mostly in the form of FDI) to finance their 
investments projects. Hence, this study will look at the significance of two important external 
mechanisms of funding by the Sub- Saharan African countries and which one of them should be adopted 
to improve the well-being of people living in this region. 
Hypothesis of study 
???
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ODA has a positive impact on HDI.  
Foreign aid in itself may not be detrimental, but several other problems decrease the effectiveness of aid. 
Such variables may reduce the value of a closer towards 0. An increase in HDI will reflect this positive 
impact of ODA on the Human development. 
FDI has an impact on people’s wellbeing in the Sub-Saharan Africa.  
Research Objectives 
Objective of the research based on the problem statements are as follow: 
 
 To explain the effect of Foreign Direct Investment to Human Development Index. 
 To explain the effect of Official Development Assistance to Human Development Index. 
 To offer policy recommendations based on the results of the empirical analysis.  
Organization of study 
This chapter has introduced background of the study. The next chapter will review the both theoretical 
and empirical literature related to this study. The methodology chapter would describe the methods 
applied in the study. Chapter four presents major findings and interpretation whereas the last chapter will 
present the discussions of the results, policy recommendations and conclusions. 
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CHAPTER TWO 
LITERATURE REVIEW 
Official Development Assistance (ODA) and Foreign Direct Investment (FDI) have been widely 
researched particularly in the area of economic growth. For instance, summaries on the topic were 
conducted by White (1992), Hansen and Tarp (2000). In addition, previous researchers have analyzed the 
effects of FDI and ODA independently on poverty reduction. However, there has been no published 
research that focused on the impact of ODA and FDI on human development (measured by Human 
Development Index (HDI)) specifically in Sub-Saharan Africa (SSA). Thus, this study seeks to determine 
the impact of FDI and ODA on Human Development in Sub Saharan African countries for the period 
2003-2014. 
Empirical evidence shows some form of disagreement regarding the impact of ODA or FDI on human 
development with researches arguing that the ODA/FDI have positive, negative or indeterminate effect on 
human development. The objective of the literature review is to identify the gap in the literature related to 
the effect of these two foreign funding mechanisms for SSA especially on Human Development Index 
(HDI). This chapter will focus on theoretical and empirical literature on the impact of ODA and FDI on 
Human Development Index in SSA starting with a brief overview of the region and the Human 
Development Index. 
Human Development Index 
The Human Development Index is a quantitative measure on human development introduced by United 
Nations Development Program (UNDP) as a way to measure the standard of living in different countries. 
UNDP developed the three components of HDI that include: a long and healthy life, the possibility to 
acquire knowledge and have access to the resources needed for a decent standard of living. In other 
words, these components of indicators are life expectancy, literacy rate and per capita incomes (UNDP). 
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The HDI index ranges between 0 and 1 with a low index value indicating that the country has short life 
expectancy, low rates of adult literacy and a low per capita income, whilst a high index value indicates the 
opposite (Gormely, 1995). 
Theories of Aid and Human Development 
There are three main schools of thought in the field of ODA namely realism, idealism and liberalism and 
these have established different theoretical views. This study will focus on realism and idealism.  
Realists argue that ODA is shaped by governmental policies promoting and placing imperatives on 
political and economic national interests. Foreign aid has re-surfaced in the DAC foreign affairs after the 
September 11 2001 bombings of the U.S. This agenda was to fight international war against terrorism, 
and meant that EU member states (Germany, France, U.K.) had to prioritise security-related elements in 
ODA engagements. The quest to broaden economic interests is also considered as a strong incentive for 
ODA, as can be witnessed by increase in ODA to former colonies of European member states in order to 
secure access to natural resources and markets. Thus, realist theorists advocate that development aid is 
dictated largely by political and strategic considerations, which have little to do with rewarding good 
policies. 
Idealism theory, however, argues that foreign aid is driven by immaterial motives, including altruism and 
moral obligations. Unlike realists, who construe peace as the balance of power, idealists or liberal 
idealists emphasises human nature and the potential for peace emanating from international institutions 
and law. In such cases, donors give ODA to developing countries with low human and social development 
impact. The main conviction of idealism is that there is genuine effort made towards improving human 
welfare in developing and, therefore, ODA constitutes a fundamental contribution. A closely related 
concept is “humane internationalism”, which sees a dialectic relationship between moral obligation and 
national interest. 
???
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Dudley and Montmarquette (1976) identified three donor motives for giving ODA. Firstly, donors expect 
recipient nations to support donors’ interests, particularly in the sphere of international politics. Secondly, 
recipients may trade more with donors, furthering the donors’ economic interests. Finally, donors may be 
gratified that their aid helps improve the standard of living of residents of recipient nations.  
The opinions of four economists are presented in this section. The discussion about ODA effectiveness 
is ongoing and is seemingly unresolved. This study is interested in looking at whether aid helps to 
increase HDI for developing countries.  
In his book, “The End of Poverty” published in 2005, Sachs argued that extreme poverty remains a 
stumbling block to human development. He stresses the importance of achieving the Millennium 
Development Goals (MDG), by stressing the need for countries in developing world to commit at least 
0.7% of their GNP towards alleviating the diseases of the poor by utilizing the channel of development 
aid. Murray et. al. (2012) found that the decline in malaria related mortality globally can be largely 
attributed to the increase in humanitarian aid to regions infested with malaria causing mosquitoes.   
Easterly critiqued Sachs in his book, “The White Man’s Burden (2006),” by arguing that rather than 
causing Africa to westernize, the west should help them to modernize. Another big problem that Easterly 
proclaims is about how the benevolence of the west manifested in their donating of 2.6 billion dollars 
over the last fifty years, but without being able to relieve even the most basic needs of the poor, for 
example malaria nets and medicine. In essence, the effectiveness and fallout of ODA has not succeeded. 
Thus, Easterly postulates that aid to the poorest in the world should not be withdrawn, but rather should 
reach their hands. 
In his book “The Bottom Billion” from 2007, Collier explains that the poorest bottom billion people live 
in countries which have stagnated in growth and are now stuck at that level. Furthermore, Collier 
introduced four different traps which summarises the bulk of developing countries’ challenges. These are: 
bad governance, conflict trap, natural resources trap and landlocked with bad neighbours. . The 
???
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effectiveness ODA can be negative or positive depending on when and how it is given (aid modalities). 
 
Foreign Direct Investment 
Theoretical Literature of FDI on Human Development 
The theoretical framework relating to FDI and human development can be traced from welfare and 
economic growth literature. Nobel Laureate, Amartya Sen’s work pertaining to welfare 
economics has stressed the importance of several economic and societal variables bringing about notable 
changes and generally improving the quality of life of an individual (Sen 1987, 1997 and 1998). Sen 
(1987 & 1992) has expressed that “while economic analyses have often concentrated on incomes and 
commodities to judge a person’s advantage, misery and deprivation, there is a need to shift attention to 
things that people have reason to value intrinsically”. 
Empirical Review of ODA and FDI on Human Development   
Official Development Assistance  
There are a number of studies on the impact of ODA on human development with varying outcomes. 
These studies and their outcomes shall be tackled below. 
Three cross-country econometric studies have looked at possible links between aid and the Human 
Development Index (HDI). Gomanee, Girma and Morrisey (2003a, 2003b) looked at links between aid, 
pro-poor government expenditure and the HDI. They concluded that ODA was associated with higher 
levels of HDI via a positive relationship with pro-poor public spending. Gomanee et al. (2003b) also 
observed that this link is more pronounced in countries with low initial HDI values, lower than the 
median for the sample of countries under consideration.  
???
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Kosack (2003) looked at links between aid, democracy and HDI for 130 developing countries using two 
stage least square (2SLS) estimation. He concluded that while aid was effective in aiding well-being, this 
depend on the level of democracy in the ODA receiving country. In essence, Kosack observed that the 
existing positive link between aid and HDI could only be realized through its interaction with various 
measures of democracy. ODA alone was typically judged to be negatively associated with HDI. 
Moreover, Mosley and Hudson (2001) as well as Verschoor and Kalwilj (2002) used cross country data 
with the head count index, the Human Development Index (HDI) and infant mortality as proxies of 
poverty and well-being. They concluded that ODA has indirect impact on poverty and wellbeing through 
its impact on pro-poor expenditures of recipient nations.  
In addition, Burnside and Dollar (2000) examined the effect of aid on economic growth, using standard 
cross-country panel regressions factoring in an interaction term of aid with a policy index. They 
concluded that aid has positive impact on growth in developing countries on condition that these countries 
have sound macroeconomic management policies. This paper launched the debate on conditional aid 
effectiveness. Easterly, Levine, and Roodman (2004) recreated the Burnside-Dollar dataset and expanded 
on it significantly. By following Burnside and Dollar’s approach, they observed that aid*policy 
coefficient was insignificant and had a negative sign.  
 
In addition, using quantile regression, Gomanee, Girma, and Morrissey (2005a) examined ODA impact 
on human development as measured by both the HDI and the infant mortality rate proxy. They concluded 
that whilst aid might not have a direct impact human welfare, its impact may be more pronounced 
indirectly via pro-poor expenditures (PPE). They constructed a PPE index and concluded that aid has a 
positive impact on welfare via public spending and that the effect is more pronounced in countries with 
lower human welfare. They also posited that that good economic policy are not the panacea ODA to be 
effective in advancing human development growth. A related paper by Gomanee, (2005b), finds to the 
contrary that there exists a direct relationship of aid on human development and a less pronounced 
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evidence of indirect effect via PPE. The continued discourse that exists in this field requires that further 
studies be conducted to accept or refute the hypothesis that ODA and FDI have positive impact on human 
development. 
 
Foreign Development Assistance 
A study by Reiter et al., (2010) shows that FDI inflows have a more pronounced and strongly positive 
impact on improvement of human development when FDI policy restricts foreign investors from 
participating in some economic sectors and when the policy discriminates against foreign investors when 
compared to domestic investors. In addition, they observed that the relationship between FDI and human 
development growth is also more pronounced when corruption is low. Alsan et al., (2006) argued that 
gross FDI inflows are influenced by population health in low and middle income nations. 
Borensztein et al., (1998), in a study of 69 developing nations for the period 1970-1989 using FDI inflows 
exclusively from OECD member countries concluded that the impact of FDI on economic growth 
depends on human capital stock of the host country. In addition, they argued that countries require a 
threshold level of human capital base for them to realize the positive impacts of FDI on economic growth 
and human development. In fact, they argued that the FDI has a more pronounced effect on growth on 
condition that the host nation has high absorption capacity manifested in the form of developed human 
capital. This argument is in line with the endogenous growth theory, which postulates that investment in 
human capital has the ability to catapult a country’s growth potential. In a related study, Durham (2004) 
posited that FDI does not have a direct unmitigated positive effect on growth and stressed the importance 
of financial development and good institutions in enhancing the growth effects of FDI by way of 
enhancing the absorption capacity of the host nations. 
Moreover, other studies link the effects of FDI on growth to sectors through which FDI enters the host 
nation. In particular, an empirical analysis by Alfaro (2003), using cross-country data from 47 countries 
for the period 1981-1999, investigated the importance of different sectors in the relationship between FDI 
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and growth. He concluded that the effect of FDI on growth depends on the sector through which FDI 
enters the host nation. Alfaro (2003) argued that FDI promotes growth only when it is channeled through 
the through the manufacturing sector, and reiterated that FDI inflows through the primary sector have a 
negative impact on growth whilst the outcome is ambiguous for FDI targeting the services sectors. These 
findings are particularly interesting especially for SSA countries that are known for attracting FDI through 
the primary and services sectors channel. 
Summary of literature review 
The above empirical investigation clearly highlights the ambiguity of the previous studies as they seem to 
exhibit different outcomes relating to the impact of ODA and FDI on human development. In addition, 
there are a number of studies that focused on the impact of ODA and FDI on human development in 
developing economies around the world, with no research focusing its attention on the SSA countries. 
Ambiguity also may arise due to different measurement techniques and differences in data sources. In 
addition, more emphasis has been on either ODA or FDI’s impact on human development and not both. 
This gives this study a leverage and hence the need to explore this literature gap that exists whilst at the 
same time seeking to shed more light on the ODA/FDI and human development growth nexus. This study 
will, therefore, focus its attention on the impact of ODA and FDI on the Human development index for 
the SSA countries, one of the poorest regions in the world and also major recipient of ODA over the past 
20 years.  
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CHAPTER 3 
DATA AND METHODOLOGY 
Methodology  
The purpose of the study is to identify the extent to which increase in ODA improve the quality of life and 
standard of living of the people in SSA, to identify the extent by which foreign direct investment (FDI) 
improve the wellbeing of host countries in the Sub-Saharan African countries and if possible the channels 
through which ODA and FDI has an impact on these people. To compare which one is the best among 
them, Haussman test will be applied. The study methodology follows the general method of Burnside and 
Dollar (2000). 
Having acknowledged the advantages and disadvantages of using panel data, this study considers two 
different estimation methods to confirm the robustness of the results across different techniques. Ordinary 
Least Squares (OLS) with pooled data will be the first estimation technique. The weakness of the 
pooled OLS estimator is that it is probable to generate highly biased coefficients by ignoring 
both country-specific effects and possible endogeneity of explanatory variables and also control 
for shocks like economic shocks and others are omitted. 
 
The second method consists of applying either Fixed Effects (FE) or Random Effects (RE) estimations 
techniques depending on Hausman specification test. This test evaluates the consistency of an estimator 
when compared to an alternative, less efficient, estimator that is already known to be consistent. This test 
assumes that both random effects and fixed effects estimators are consistent and evaluates them under the 
null hypothesis that the random effects estimator is more efficient. If the data cannot reject this null 
hypothesis, the random effects method is preferred, and if the data can reject it, the fixed effects method is 
preferred (Hausman, 1978; Wooldridge, 2012). These two techniques can solve individual as well as time 
effects and can adjust for heteroscedasticity. Nevertheless, FE and RE appear to be preferable to the 
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pooled OLS; they still need some assumptions to be satisfied, such as strict exogeneity assumption. The 
weakness of the models is that they are based on country-specific effects and they do not account for 
stationarity, dynamics and endogeneity. 
Two plausible ways have been identified in an attempt of solving the problem of endogeniety. 
Instrumental variables which have explored extensively is the first. The second method of dealing with 
the problem of endogeneity of aid with regards to economic growth and Human welfare is to determine 
the effect over a long period of time, of sufficient duration to rule out any plausible conditioning of aid 
received on expectations of human wellbeing. Not many researchers have applied this method, however, 
it is used in this study to solve the problem of endogeneity. 
 
The World Bank’s African Development Indicators, the Human Development Report of the UNDP, the 
United Nations Conference on Trade and Development (UNCTAD), are the main data sources for this 
research to perform panel regression analyses. The data is an unbalanced panel data set and it includes 
data for 47 African countries for the period ranging from 2003-2014.  
Variables 
Dependent variable 
Human Development Index 
The main dependent variable employed in this study is the UNDP’s Human Development Index (HDI). 
As mentioned above, it is a composite statistic developed by the UNDP to capture the income, life 
expectancy, and educational attainment of individual nations. By employing a lag on the HDI variable, the 
results show the effect that FDI and ODA in their various forms have over time. It is reasonable to expect 
that impact would not be reflected in the data in the same year that the capital entered the respective 
country. 
Independent/ control variables 
The study will employ the Official Development Assistance;  
Net official development assistance as a share of GDP will be used as well as Foreign Direct Investment. While 
???
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inflows of FDI and ODA create an impact on an individual nation’s economy, there are several other factors that 
impact HDI. Using control variables in a multiple regression analysis will reduce the risk of omitted variable 
bias and provide more accurate insight into the effects that FDI and ODA have on Human development. 
Foreign Direct Investment 
Population: Additional literature also supports the hypothesis of a positive linkage between population and 
inward FDI into developing countries, so I include population in my model. Population represents the size of a 
potential market, and a host country with a large population would offer a larger market for production and 
services, along with larger skilled-labor force that is needed by foreign investors (Aziz & Makkawi, 2012).  
 
Log population: stands for the logarithm of the population of country i at period t. 
 
Gross Capital Formation. Other authors have also used the gross fixed capital formation (GFCF) as a measure 
of infrastructural development. The reasoning for this is that GFCF is investment that tends to go out primarily 
for the purpose of improving a country’s infrastructure.  
Institution data from CPIA is used to measure institutional quality. Inflation included this variable because we 
believe it has an impact on the income index of HDI. There might not exist a direct causal relationship with 
well-being although the people’s private economy will be negatively affected when inflation becomes too high 
(IMF, 2013).  
Inflation is also used to capture volatility, and it is expected that high levels of inflation will negatively impact 
the HDI. Log population and Gross Domestic Product (current US$, annual growth %, per capita current US$ 
and per capita annual growth %). 
Trade openness; the effect of trade openness depends on the type of FDI. We use total trade as a share of GDP 
to measure trade openness. Regardless of the nominal amount of FDI and ODA inflows, there are certain factors 
that will either inhibit or assist the effective use of the capital, particularly for FDI. These business environment 
variables include: openness to trade (“open”), measured by imports plus exports as a percentage of GDP. 
Furthermore, the level of human capital is measured by life expectancy. Some studies such as Anyanwu (2012), 
Reiter et al. (2010), Nonnemberg and Cardoso de Mendonça (2004, Markusen (2001), and Rodriguez and Pallas 
(2008)) have shown that improvement in human capital is positively related to FDI inflows. In particular, Alsan 
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et al (2006) find that gross inflows of FDI are strongly and positively influenced by population health (life 
expectancy) in low- and middle-income countries. 
All other control variables Gross enrolment ratio, Fertility rate, Infant mortality rate, GDP per capita and 
GDP growth used in this study have relevance to existing literature, and have been included in previous 
theoretical and empirical models. 
 
Model Specification 
To determine which modality is more effective for Human Development, the following model will be 
estimated: 
Model 1 
ittiitit xFDIODAHDIG    3321 ………………………………… (1) 
 
Where itHDIG  is the dependent variable defined by growth of Human development index, 3itODA  
lagged for 3 years to account for endogeniety and also to assume that ODA does not improve the 
wellbeing of people immediately it is received, FDI is another variable of interest, to actually find out 
which of the modalities work well for sub Saharan African countries, Xit is a vector of socio-economic 
control variables believed to influence Human Development. The control variables consist of Net official 
development assistance received, Foreign direct investment, GDP growth, GDP per capita, gross capita 
formation, population growth, fertility rate, inflation, institution proxied by the CPIA index, gross 
enrolment ratio (primary, both sexes), and government spending.   is a vector of coefficients estimates of 
the control variable, i=1,….., N and t=1,……., T are respectively the individual and temporal dimensions 
of the panel 1  the country fixed effects and it  is an idiosyncratic error term. 
Furthermore, the study employs a simplified equation to find whether ODA or FDI affect human 
development in the long run, thereby lagging a 6-year lag was done.  
Model 2 
???
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ittiitit xFDIODAHDIG    3621 …………………………………………. (2) 
To find the mechanism through which ODA and FDI improves the wellbeing of people in SSA, the 
following equation was estimated 
ititititit XNINSTITUTIOODAODAHDIG 	  132 )*( ………………………. (3) 
i shows countries, t shows time, HDIGit is the Human Development growth rates, εit,: Error Term, Y: 
Coefficients ODAit is Aid received as a share of GDP, ODA*CPIA is the interaction term for ODA and 
public sector institutions



: countries unobserved fixed effect since it is like that to actually control for 
variables that cannot be measure or controlled including cultural factors such as that can change within a 
period of time but not across entities   
Figure 3 Expected Results 
Given the models specified in equations 1-3 above, the variables’ expected coefficient results are as 
follows: 
Variable Expected Sign 
Official Development Assistance (% of GNI) Positive  
Foreign Direct Investment (% of GDP) Positive  
GDP growth (annual growth) Positive  
GDP per capita (annual %) Positive  
Gross capital formation (% of GDP) Positive  
Population growth (annual % ) Negative 
Fertility rate (births per woman) Negative  
Gross enrolment ratio (primary, both sexes %) Positive 
Inflation (annual %) Negative 
CPIA Positive  
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Table 1 Descriptive statistics  
The table below shows key summary statistics for the variables under study representing the years 2003- 
2014 and 46 Sub-Saharan African countries 
 (1) (2) (3) (4) (5) 
VARIABLES N Mean Sd Min Max 
      
HDI growth 440 0.0254 0.205 -1 1.030 
HDI_G lag 3 305 0.0299 0.245 -1 1.030 
HDI_G lag 6 186 0.0281 0.246 -1 1.030 
NODA 549 10.58 13.79 -0.250 181.2 
Population Growth 549 2.484 0.841 -2.630 4.970 
Fertility rate 552 4.942 1.249 1.430 7.720 
Gross enrolment ratio 443 100.2 21.45 43.30 149.9 
Inflation 534 57.07 1,057 -35.84 24,411 
Institution 375 3.160 0.505 1.430 4.160 
Government spending 488 15.47 7.102 2.050 46.60 
Terms of trade 504 119.4 43.29 21.22 260.7 
FDI 537 5.709 8.871 -5.500 89.48 
      
 
 
Tale 2 Correlation matrix 
 
 
 
hdigro~h hdigro~3 NODA FDI cpiain~x Govern~g termso~e inflat~n GCF popgro~h hdigrw~6
hdigrowth 1
hdigrowthl~3 0.0597 1
NODA 0.3097 0.1999 1
FDI 0.0408 -0.1715 -0.1416 1
cpiaindex -0.0618 -0.0482 -0.1026 -0.0717 1
Government~g 0.1605 0.1557 0.5205 0.0144 0.059 1
termsoftrade -0.07 -0.0475 -0.2839 0.0519 -0.2245 -0.2424 1
inflation -0.0252 0.0503 0.0476 0.0606 -0.1694 0.045 -0.0149 1
GCF 0.0064 0.0233 -0.024 -0.1114 0.3181 0.2011 -0.0067 -0.3218 1
popgrowth 0.0765 0.0338 0.1965 -0.0757 -0.0614 0.3052 0.2372 -0.0122 0.1423 1
hdigrwthlag6 -0.0495 0.5031 0.0303 -0.1125 -0.0888 0.0932 -0.0305 0.0666 0.0456 0.0001 1
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CHAPTER 4  
RESULTS AND DISCUSSION 
This section presents the results and discusses the empirical analysis of the impact of ODA and FDI on 
Human development in Sub Saharan Africa. In order to determine whether to use fixed effects or random 
effect, Hausman test was conducted and the results shows that we can use fixed effects estimation 
techniques because the probability was below 5 percent (Prob= 0.0038 against the chi2 of 22.67).  
Figure 4 Hausman text 
 
Table 3 below show three regressions with the dependent variable HDI growth in Model 1, HDI growth 
for 3-year lag in Model 2 and 6-year lag in Model 3. The first regression for HDI growth shows that ODA 
                Prob>chi2 =      0.0038
                          =       22.67
                  chi2(8) = (b-B)'[(V_b-V_B)^(-1)](b-B)
    Test:  Ho:  difference in coefficients not systematic
            B = inconsistent under Ha, efficient under Ho; obtained from xtreg
                           b = consistent under Ho and Ha; obtained from xtreg
                                                                              
   popgrowth     -.0170656    -.0000181       -.0170475        .4369953
         GCF       .013641      .000955         .012686        .0049799
   inflation      .0127699     .0031463        .0096236        .0063589
termsoftrade     -.0041345     -.000161       -.0039736        .0029276
Government~g     -.0099151      .003893        -.013808        .0143074
   cpiaindex      .1649451     -.064109        .2290541         .345751
         FDI     -.0122159    -.0025965       -.0096193        .0033716
        NODA     -.0033413    -.0012919       -.0020494        .0050077
                                                                              
                   fixed        random       Difference          S.E.
                    (b)          (B)            (b-B)     sqrt(diag(V_b-V_B))
                      Coefficients     
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is statistically significant at 5% level and has a positive coefficient of 0.005. This implies that ODA has 
positive impact in Human Development in Sub- Saharan Africa for the period under review (2003-2014). 
The ODA coefficient of 0.005 also implies that a 1 percent increase in ODA inflows to SSA has an impact 
of improving Human Development by 0.5 percent. This results shows that ODA has an impact on Human 
development growth in the short run. For Foreign Direct Investment (FDI), it is statistically significant at 
5 % but seems to exhibit a negative impact on the Human Development. The FDI coefficient of -0.00205, 
for example, indicates that a 1 % increase of FDI has effect of reducing the growth of Human 
Development by -0.00205 suggesting that FDI is not an important element for improving human 
development index of SSA countries.  
In Model 2 where the dependent variable is HDI growth lagged for 3 years, the results suggest 
that ODA has no impact on Human Development growth in the medium term as can be 
witnessed by the statistically insignificant coefficient (0.000438). With regards to FDI, it 
maintained the negative coefficient which is statistically significant at the 5% level as in Model 
1. This result implies that a 1% increase in FDI inflow has an impact of reducing human 
development by 1.03 per cent. 
However, when I conduct a 6-year lag on HDI growth the positive of ODA on human 
development, completely disappears even though the ODA coefficient is 5% statistically 
significant. The negative coefficient of ODA implies that ODA has a negative impact on HDI in 
the long run. It also implies that if a 1 % increase in ODA today has an impact of a reducing HD 
growth by 0.004 in the long run. Meanwhile, the relationship between FDI and Human 
Development remains negative even in the long run as shown in the table. The results show that 
1% increase in FDI has an impact of reducing Human welfare by of 0.01 percent. 
Whilst recent economic theory suggests that institutions are important for ODA to be effective especially 
in development regions like SSA, the results of this paper seem to suggest otherwise. Irrespective of 
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whether we used HDI growth, HDI growth 3 or HGI growth lag 6, the institutional variable remained 
statistically insignificant implying that institutions are not necessary for effective ODA. 
Overall, the findings of this study suggest that ODA has more impact on Human development in the short 
run and its impact diminishes in the long run. This is supported by the fact that more official development 
assistance since the 21st millennium has been more concentrated on the social sector which targets end 
users and is not sustainable ones the program ends. The results also suggested that FDI has no impact on 
human development growth in SSA as was witnessed by the negative.  
Table 3 below shows results in fixed effects using the calculated HDI growth, HDI growth 
lag 3 and HDI growth lag 6 (without averages) 
 
 
 
  (1) (2) (3) 
VARIABLES Hdi growth HDI_G lag3 HDI_G lag6 
    
ODA  0.00531** 0.00438 -0.00421** 
 (0.00233) (0.00425) (0.00155) 
FDI -0.00205** -0.0103** -0.0119*** 
 (0.00100) (0.00395) (0.00305) 
Institutions 0.0799 -0.105 0.102 
 (0.0756) (0.178) (0.274) 
Government spending -0.00580 -0.0137* -0.00574 
 (0.00576) (0.00786) (0.00955) 
Terms of trade -0.000363 -0.000183 -0.00273** 
 (0.000507) (0.00103) (0.00132) 
Inflation  -0.00424 -0.00483 0.00315 
 (0.00323) (0.00483) (0.00587) 
Gross capital formation -0.00216 0.00344 0.00924 
 (0.00220) (0.00212) (0.00583) 
Log population 0.0260 -0.297 -0.105 
 (0.260) (0.393) (0.371) 
Constant -0.0830 0.876 0.148 
 (0.226) (0.792) (1.032) 
    
Observations 253 186 106 
R-squared 0.048 0.095 0.214 
Number of countries 34 28 28 
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Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 
 
 
Robustness checks and results validity 
 
Table 4 below shows results of averages using fixed effect 
 
As a step further to check robustness of results, I found averages from 2003-2006, 2007-2010 
and finally 2010-2014. Official Development Assistance was seen to be still significant even 
though there was a slight change in figures.  It could still be seen that there exists a positive 
relationship between ODA and Human Development. 
The findings indicated in Model 1 for HDI growth shows that ODA is statistically significant at 
1% level and has a positive coefficient of 0.00276. In the second regression the findings still 
show a positive association with 1% level of significance and 0.00330 coefficients controlling 
for other covariates like Inflation, Institutions, FDI Gross enrolment ratio and terms of trade 
which indicates that 1% increase in ODA has a positive impact of 0.00330 on human 
development. 
Finally in the last regression, ODA continues to show a positive relationship with HDI growth 
with same 1% level of significance indicating that a 1% increase in ODA has a 0.00323 impact 
on human development or wellbeing in the lives of people living in the Sub-Saharan Africa 
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 (1) (2) (3) (4) 
VARIABLES Hdi growth Hdi growth Hdi growth Hdi growth 
     
ODA 0.00276*** 0.00330*** 0.00216*** 0.00323*** 
 (0.000860) (0.000777) (0.000751) (0.000826) 
Institutions 0.00560 0.00702 0.00110 0.00729 
 (0.00919) (0.00914) (0.00952) (0.00864) 
ODA*CPIA 0.00112 0.00101 0.00138 0.000863 
 (0.000921) (0.000897) (0.00102) (0.000815) 
 (0.00578) (0.00511) (0.00508) (0.00454) 
FDI 0.00107 0.00137 0.00190 0.00122 
 (0.00124) (0.00118) (0.00137) (0.00123) 
Population growth -0.0295 -0.0521**  -0.0544** 
 (0.0333) (0.0208)  (0.0200) 
Inflation -0.00214 -0.00202* -0.00264* -0.00169 
 (0.00297) (0.00119) (0.00141) (0.00121) 
Gross enrolment (primary, both 
sexes) 
-0.000463    
 (0.000297)    
Terms of trade -0.000389 -0.000491 -0.000539  
 (0.000728) (0.000625) (0.000612)  
Constant 0.0976 0.127 0.0165 0.0766 
 (0.113) (0.0859) (0.0776) (0.0491) 
     
Observations 83 89 89 89 
R-squared 0.250 0.298 0.258 0.280 
Number of countries 36 37 37 37 
Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 
 
DISCUSSION 
The objective of this study was to empirically investigate the impact of ODA and d FDI on 
human development in SSA for the period 2003-2014 using cross country panel data with fixed 
effects. The findings of this empirical study show that ODA has positive impact on human 
development in SSA only in the short run. These results seem to be in line with the stated 
hypothesis that ODA has a positive impact on HDI, but are in contrast to the hypothesis in the 
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long run as ODA proved to be ineffective. The long run negative impact is largely attributed to 
the fact that ODA has been directed to the social sector especially after the end of the cold war. 
Social aid, however, is effective in the short run as it is usually direct expenditure targeting the 
end users. Its benefits are, therefore, perceived to be minimal and temporary in nature. Moreira 
(2005) support that the immediate and overall impact of aid differ in terms of magnitude. This 
provides support to assert that the time lags in the aid-growth relationship should not be ignored. 
Nonetheless, the issue of time lags in the aid-growth relationship remains a Gordian knot in the 
empirical cross-country work on aid effectiveness. Indeed, the required lag structure will change 
according to the recipient country and the type of aid allocated. These results are, however in 
contradiction with Mosley et al. (1987, 1992) who observed a negative impact. 
 
This study also explored impact of FDI on human development and produce robust results for 
both the short run and long run with a conclusion that FDI has negative impact on Human 
development in SSA. While the channel of this is not immediately clear, the general view is that 
this is potentially the result of policy choices made by SSA governments. This may be attributed 
to the fact that in SSA, FDI is concentrated on the extractive sector as compared to 
manufacturing sector. The extractive institutions embedded in the FDI framework imply that 
value addition and beneficiation of the output is usually promoted abroad and not in SSA region. 
FDI further crowd out domestic capital accumulation by local entrepreneurs with long term 
negative growth impact.  
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CHAPTER 5 
CONCLUSION AND POLICY RECOMMENDATIONS 
In conclusion, there have been quite a number of studies showing the impact of ODA and FDI on 
the Human Development but none has showed the long or short run effectiveness of ODA and 
FDI. Using Human Development Growth as its dependent variable and fixed effect model 
estimation with 46 sub-Saharan countries from the period 2013-2014, the study shows that ODA 
is effective in the short and has a negative impact in the long run in the case of Sub-Saharan 
African countries. It also concluded that FDI has negative impact on human development growth 
for the regional countries both in the short run and long run. Furthermore, in contrast to recent 
institutional theory, the study concluded that institutions are not important for ODA and FDI to 
be effective in enhancing human development growth.  
 
Policy recommendations 
In view of the above analysis, this study suggests that more social aid should be given for 
purposes of advancing the human development agenda especially in SSA which is characterized 
by low per capita income levels, low life expectancy as well as low levels of adult literacy. 
Sustainability of aid must be emphasized by way of joint cooperation between donors and 
recipient countries that ensure the attainment of set targets and the continued operation of 
activities even after the end of the programs disbursements.  
With regards FDI, there is need for developing countries to develop internal mechanism that 
ensure reinvestment by foreign companies and expansion to other sectors as well as engaging in 
joint ventures with local business people. Value addition and beneficiation within the SSA 
countries must also be fostered by way of giving tax incentives. FDI that creates more domestic 
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jobs and engages in social corporate responsibility has the potential to enhance human 
development growth.  
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Data and Sources 
ANNEX 1: DATA SOURCES 
The table shows the type of data and its source 
Variable Data source Format 
Human Development Index UNDP Percent  
Net Official Development Assistance World Bank Percent  
Foreign Direct Investment UNCTD Percent  
Infant Mortality rate World Bank Percent  
Gross capital formation World Bank Percent of GDP 
Inflation World Bank Percent of GDP 
Institution  World Bank  
Log population World Bank Percent  
GDP per capita World Bank Percent of GDP 
GDP growth rate World Bank Percent of GDP 
Gross enrolment ratio World Bank Percent of GDP 
Fertility rate   World Bank Percent  
Trade openness World Bank Dummy  
CPIA: public sector management & 
Institutions 
CPIA Percent  
CPIA: transparency and corruption CPIA Percent  
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